
 

 

Transmitted via e-mail 
 
 
June 30, 2011 
 
 
 
Mr. Joseph Edmiston, Executive Director/Officer 
Santa Monica Mountains Conservancy 
Mountains Recreation and Conservation Authority 
5750 Ramirez Canyon Road 
Malibu, CA  90265  
 
Dear Mr. Edmiston: 
 
Final Report—Audit of Santa Monica Mountains Conservancy’s Propositions 12, 13, 40, 
50, and 84 Bond Funds 
 
The Department of Finance, Office of State Audits and Evaluations (Finance), has completed its 
audit of the Santa Monica Mountains Conservancy’s Propositions 12, 13, 40, 50, and 84 bond 
funds for the period ending June 30, 2009. 
 
The enclosed report is for your information and use.  The Conservancy’s and Authority’s 
responses to the report observations and our evaluation of their responses are incorporated into 
this final report.  The responses indicate willingness to address certain recommendations.  In 
our evaluation, we have provided clarification on recommendations that were not fully 
addressed by the Conservancy and the Authority.  
 
This report will be placed on our website.  Additionally, pursuant to Executive Order S-20-09, 
please post this report in its entirety to the Reporting Government Transparency website at 
http://www.reportingtransparency.ca.gov/ within five working days of this transmittal. 
 
A detailed Corrective Action Plan (CAP) addressing the observations and recommendations is 
due within 60 days from receipt of this letter.  The CAP should include milestones and target 
dates to correct all deficiencies. 
 
If you have any questions regarding this report, please contact Diana Antony, Manager, or 
Beliz Chappuie, Supervisor, at (916) 322-2985. 
 
Sincerely, 
 
Original signed by: 
 
David Botelho, CPA 
Chief, Office of State Audits and Evaluations 
 

Enclosure 

http://www.reportingtransparency.ca.gov/�


 

cc: Ms. Rorie Skei, Chief Deputy Director, Santa Monica Mountains Conservancy 
Ms. Laurie Collins, Staff Counsel, Santa Monica Mountains Conservancy 
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Ms. Sheryl Lewanda, CPA, Deputy Financial Officer, Mountains Recreation and 
    Conservation Authority; Management Services Administrator, Conejo Recreation and 
    Park District 
Mr. Jeff Jones, Assistant Financial Officer, Mountains Recreation and Conservation  
    Authority 
Mr. Jeff Maloney, Staff Counsel, Mountains Recreation and Conservation Authority 
Mr. Patrick Kemp, Assistant Secretary for Administration and Finance, California Natural  
    Resources Agency 
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EXECUTIVE SUMMARY 
 

In accordance with the Department of Finance’s (Finance) bond oversight responsibilities, we 
audited the Santa Monica Mountains Conservancy’s (Conservancy) Propositions 12, 13, 40, 50, 
and 84 funding as of June 30, 2009.  The audit objectives were to determine whether bond 
funds were awarded and expended in compliance with applicable legal requirements and 
established criteria, and to determine if the Conservancy had adequate project monitoring 
processes in place.  Additionally, we followed-up on prior audit findings included in our 
May 4, 2004 and May 24, 2006 audit reports.  
 
The Conservancy has established fiscal controls in response to our prior audit findings and the 
bond accountability Executive Order S-02-07.  Although some controls have improved, daily 
operations at both the Conservancy and its major grantee, the Mountains Recreation and 
Conservation Authority (Authority), are still overseen by the same executive team.  As noted in 
previous audit reports, without proper safeguards, having the same executives in charge of both 
organizations (as grantor and grantee) creates independence impairments that can compromise 
effective oversight of state funds.  These impairments are illustrated by some of the following 
practices that demonstrate ineffective oversight and accountability: 
 

• The Conservancy and Authority negotiated a settlement agreement for questioned costs 
reported in our prior audit reports.  However, as of the date of this audit, the transaction 
was incomplete (the Offer to Dedicate has not been fully exercised for the state to 
realize the related asset in exchange for the $2.1 million debt owed by the Authority).  
 

• The Conservancy continues to award project planning and design (PPD) grants to the  
Authority that are not project specific.  Despite the Authority’s assurance to the Attorney 
General’s Office, the project costs are not tracked at the project level.  Neither the 
Conservancy nor the Authority could provide supporting documentation to match the 
incurred costs for specific projects.   

 
• Some grants fund the Authority’s operation and maintenance activities which may not be 

eligible for bond funds.  Moreover, pursuant to a written agreement between the 
Conservancy and Authority, the Authority is obligated to provide these same services for 
the properties it manages using the various local funding sources and generated revenues.  
However, the Conservancy does not require the Authority to demonstrate how these funds 
are used in conjunction with bond funds.   
 

• Contracting and monitoring continues to need improvement.  Grants awarded to the 
Authority overlap in scope and are issued with multiple projects under one grant, precluding 
adequate cost accountability and transparency.  Project scopes and budgets are vague, 
progress reports and reimbursement claims are incomplete and inconsistent with grant 
scopes and budgets, and other project funding sources are not reported. 
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• Limits and eligibility for grantees’ indirect costs claimed on bond projects are not 
established.  Other state departments administering bond funds limit such expenditures 
to 10 to 15 percent or completely disallow them.  

 
• Real property is not recorded and reported accurately.  

 
Collectively, these issues raise questions as to whether fiduciary responsibilities over bond 
funds have been met.  These issues, if left unresolved, will continue to adversely affect bond 
accountability.  The Conservancy should develop a corrective action plan to address the report’s 
observations and recommendations.     
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BACKGROUND, 

SCOPE, AND METHODOLOGY 
 
BACKGROUND 
 
Between March 2000 and November 2006, California voters passed five bond measures 
totaling $15.5 billion: 
 

• Proposition 12—The Safe Neighborhood Parks, Clean Water, Clean Air, and 
Coastal Protection Bond Act of 2000 

• Proposition 13—The Safe Drinking Water, Clean Water, Watershed Protection, 
and Flood Protection Bond Act of 2000 

• Proposition 40—The California Clean Water, Clean Air, Safe Neighborhood 
Parks, and Coastal Protection Act of 2002 

• Proposition 50—The Water Security, Clean Drinking Water, Coastal and Beach 
Protection Act of 2002 

• Proposition 84—The Safe Drinking Water, Water Quality and Supply, Flood 
Control, River and Coastal Protection Bond Act of 2006 
 

These propositions authorized the sale of bonds to finance a variety of resource programs. 
Administered by a number of state agencies, departments, boards, and conservancies the 
proceeds from these bonds support a broad range of programs that protect, preserve, and 
improve California’s water and air quality, open space, public parks, wildlife habitats, and 
historical and cultural resources.  Bond proceeds are expended directly by the administering 
departments on various capital outlay projects, and are also disbursed to federal, state, local, 
and nonprofit entities in the form of grants, contracts, and loans. 
 
Santa Monica Mountains Conservancy 
Source: Conservancy’s website 
 
The Santa Monica Mountains Conservancy (Conservancy) was established by the California 
State Legislature in 1980.  The Conservancy’s mission is to buy back, preserve, protect, restore, 
and enhance treasured pieces of Southern California to form an interlinking system of urban, 
rural and river parks, open space, trails, and wildlife habitats that are easily accessible to the 
general public.  The Conservancy’s strategic objectives are defined in various plans: the Santa 
Monica Mountains Comprehensive Plan, the Rim of the Valley Trail Corridor Master Plan, the 
Los Angeles County River Master Plan, and the San Gabriel and Los Angeles Rivers 
Watershed and Open Space Plan.  
 
The Conservancy’s governing board consists of nine voting members and three ex-officio 
members.  The members represent community, local, state, and federal government groups.  
Additionally, the Conservancy has an Advisory Committee of 26 community members.  The 
Advisory Committee meets jointly with the governing board and offers citizens the opportunity 
for participation.  Further, the Conservancy has six legislative participants consisting of three 
members of the Senate and three members of the Assembly. 
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The Conservancy has three full-time staff (the Executive Director, Chief Deputy Director, and 
Chief Staff Counsel) and two part-time staff (the Deputy Director for Natural Resources and 
Planning and an Executive Secretary).  
 
The bond proceeds have been the Conservancy’s primary funding source during fiscal years 
2000-01 through 2008-09.  Cumulatively, bond fund appropriations constituted over 96 percent 
of the Conservancy’s funding during these years (Table 1).  The remaining funding sources 
were derived from the General Fund, California Environmental License Plate Fund, and the 
Santa Monica Mountains Conservancy Fund. 
 
Table 1:  Cumulative Funding for Fiscal Years 2000-01 through 2008-09 (in millions) 
 

 Other Bonds Totals 

Funding $5.6 $153.4 $159 
Percentage 3.5%       96.5% 100% 

 
 Source: Budget Act  
 
Of the $153.4 million bond funds appropriated to the Conservancy, $135.7 million (88 percent) 
has been committed or expended as of June 30, 2009 (Figure 1).  The bond proceeds funded 
state operations and projects in four general categories: acquisitions, development and 
restoration, planning and design, and education and interpretation. 
 
Figure 1:  Proposition Appropriations Committed or Expended as of June 20, 2009 
 

 
 
Source: Conservancy’s accounting records 
 
Partnering with Other Public Agencies and Joint Powers Authorities 
 
The Conservancy works with local governments, joint powers entities, state and federal 
agencies, landowners, and community-based organizations.  Partners include the National Park 
Service, the California Department of Parks and Recreation, and seven joint powers authorities 
(JPA). 
 
The JPAs are formed pursuant to the provisions of Government Code Section 6500, et seq. by 
two or more government agencies with an agreement to jointly exercise powers common to the 
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Grantees 

contracting parties.  Each JPA functions as a separate legal entity from its contracting members 
to carry out the objectives defined in the agreements.  In performing its operations, the JPAs 
exchange services and resources with its partners.  
 
   Figure 2:  Conservancy Bond Awards as of June 30, 2009 
In terms of bond grants awarded, the 
Mountains Recreation and Conservation 
Authority (Authority) is the major JPA the 
Conservancy has partnered with.  The 
Conservancy’s executive director, deputy 
director, and chief counsel have dual roles as 
both the Conservancy’s and Authority’s 
executive team.  The Conservancy awarded 
$86.4 million in bond grants to the Authority 
which constitutes 88 percent of the 
Conservancy’s proposition 40, 50, and 84 
capital outlay and local assistance 
expenditures (Figure 2).   
 
SCOPE 
 
The audit was conducted to determine whether bond funds were awarded and expended in 
compliance with applicable legal requirements and established criteria, and to determine if the 
Conservancy had adequate project monitoring processes in place.  The audit focused on 
Propositions 40, 50, and 84, which represents 71 percent of expenditures as of June 30, 2009; 
and also followed-up on Proposition 12 and 13 management issues from previous audit reports.  
 
Due to the magnitude of bond funds disbursed to the Authority, the audit also included a limited 
review of the Authority’s bond projects and related controls.   
 
The audit did not include an assessment of the bond authorization, issuance, and sale 
processes, or an examination of the efficiency or effectiveness of program operations.  Further, 
no assessment was performed on the reasonableness of the land acquisition costs or the 
conservation value of the land acquired or projects completed. 
 
METHODOLOGY 
 
To determine whether bond funds were awarded and expended in compliance with applicable 
legal requirements and established criteria, and whether the Conservancy had adequate 
monitoring processes, we performed the following procedures: 
 

• Reviewed applicable bond acts and the Conservancy’s grant management policies, 
procedures, strategic plans, legal provisions and regulations.   

 
• Interviewed key personnel responsible for administering bond funds to obtain an 

understanding of how the Conservancy and Authority oversee various project stages: 
pre-award, award, interim monitoring, close-out, and post-close monitoring. 

 
• Conducted a follow-up on Department of Finance’s prior audit reports issued 

May 4, 2004 and May 24, 2006. 
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• Examined a sample of project files to determine if the projects stayed within scope and 
cost and to determine if the project expenditures were allowable and supported.  The 
projects were selected from planning and development and restoration projects awarded 
to the Authority 
 

• Performed three separate grant audits (see Appendix C for list and link to audit reports). 
 

• Identified and assessed the project tracking methods to determine their adequacy for 
monitoring projects. 

 
• Reviewed public websites to determine completeness and accuracy of reported project 

status. 
 

• Reviewed a sample of expenditures to verify accuracy of recorded and reported financial 
information.   

 
• Reviewed the reasonableness of the Conservancy’s administrative expenditures 

charged to bond funds. 
 
Multiple discussions were held with the Conservancy and Authority throughout our audit to 
discuss and provide specific project review details.  Recommendations were developed based 
on review of documentation made available to us and interviews with Conservancy and 
Authority management and key staff directly responsible for administering bond funds.  This 
audit was conducted during the period October 2009 through May 2011. 
 
Except as noted, this performance audit was conducted in accordance with generally accepted 
government auditing standards, issued by the Comptroller General of the United States.  In 
connection with this audit, there are certain disclosures required by government auditing 
standards.  The Department of Finance is not independent of the Conservancy, as both are part 
of the State of California's Executive Branch.  As required by various statutes within the 
California Government Code, the Department of Finance performs certain management and 
accounting functions.  These activities impair independence.  However, sufficient safeguards 
exist for readers of this report to rely on the information contained herein. 
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RESULTS 
 
The Conservancy has established fiscal controls in response to our prior audit findings, as noted 
in Appendix A, and most recently in response to the bond accountability Executive  
Order S-02-07.  However, as noted in the Background section of this report, daily operations at 
both the Conservancy and its major grantee, the Mountains Recreation and Conservation 
Authority (Authority), are overseen by the same executive team.  As a result, these executives 
are ultimately responsible for contract performance as both grantor and grantee.  Although 
formed as separate legal entities, the lack of operational independence between the 
Conservancy and Authority continues to compromise bond fiscal oversight, as illustrated by the 
lack of corrective actions for some prior audit findings and additional fiscal weaknesses found 
during this audit.   
 
The following observations are intended to assist the Conservancy in its fiduciary responsibility 
over bond funds.  
 
Observation 1:  The $2.1 Million Settlement Transaction Is Incomplete—State Did Not 
Realize Related Asset  
 
In the prior Finance audit reports dated May 4, 2004 and May 24, 2006, the findings questioned 
several grants issued to the Authority.  Pursuant to legislative directive, the Office of Attorney 
General (AG) reviewed the grants and concluded that $2.1 million in bond funds should be 
recovered.  In May 2006, the Conservancy and Authority negotiated a settlement agreement 
where the Authority provided an Offer to Dedicate (OTD) real property to the Conservancy in 
exchange for the relief of the $2.1 million debt.   
 
As of April 2011, the transaction was incomplete; however, the state dismissed a debt 
receivable without recording an asset in its financial records.  According to the Conservancy, it 
has not completed the transaction because the state does not want to incur additional property 
management costs.  However, in response to the Department of Finance’s 2006 inquiries 
regarding the potential operational costs associated with this property, the AG stated the 
Conservancy, under a written agreement, used the Authority to manage its properties and would 
merge the property into that process once the dedication was accepted.  Thus the state would 
not incur additional property management costs.  Based on these conflicting comments, it is 
unclear why the Conservancy had not previously completed the transaction.  
 
Further, as noted in Observation 3, the Conservancy provides bond funding to the Authority for 
operation and maintenance type activities on properties managed by the Authority.  As a result, 
the state is incurring operational and maintenance costs despite the written agreement noted 
above.   
 
Lastly, we noted the subject property was previously dedicated public open space as part of the 
Ahmanson Ranch Development Agreement and was transferred to the Authority in 1998 for 
stewardship purposes.  Consequently, it is unclear what additional tangible value the state 
received in exchange for the relief of public debt, because the property was already public open 
space.      
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Recommendations: 
 

A. Provide the current status regarding acceptance of the OTD, including the additional 
operational costs the state will incur if the OTD is accepted and how they will be funded.   
 

B. Because the property was already public open space, demonstrate what additional value 
the state received in exchange for the relief of public debt.   

 
Observation 2:  The Conservancy Continues to Issue Project Planning and Design Grants 
That Are Not Project Specific 
 
As noted in our prior audit, the Conservancy continues to award project planning and design (PPD) 
grants to the Authority that are not attributable to a specific project.  Our May 2004 audit report 
questioned four PPD grants totaling $2.2 million.  As noted below, since 2004, the Conservancy 
issued an additional $2.37 million in PPD grants.  

 
Grant 

Number 
 

Period 
Original 
Amount 

Amended 
Amount Reference 

SMM-0464 2004-09 $  200,000 $1,070,000 Appendix F 
SMM-0607 2006-09 $  400,000 $   550,000 Appendix G 
SMM-0754 2007-10 $  650,000 $   750,000 Appendix H 

 Total: $1,250,000 $2,370,000  

 
Pursuant to our prior audit, the AG’s office advised the Conservancy that project planning grants 
required specific project identification.  On January 11, 2008, the Authority specifically confirmed to 
the AG in writing that it “employs a multi-level project accounting system which allows for tracking 
of costs and expenses at the tertiary level.”  The Authority further confirmed that project managers 
would be “required to submit bi-weekly timesheets which record amount of actual time spent on 
each component of this grant, and will be project specific.”   

However, based on a review of supporting 
documentation, including staff time records, 
the tasks and costs are not tracked at the 
project level.  Neither the Conservancy nor 
the Authority could provide supporting 
documentation to match the incurred costs 
to specific projects.   

Based on our review, these grants fund 
preliminary planning costs that are not 
project specific and don’t always lead to an 
acquisition or construction project.  
Typically, preliminary planning costs are 
considered program delivery activities and 
are either absorbed by the grantor 
implementing the bond programs, or by 
grantees prior to applying for project specific 
funding.  As noted in the text box, project 
costs and program delivery costs must be 
tracked separately because bond acts limit 
amounts spent on program delivery.  Other agencies award planning grants on a per-project basis.  
The Conservancy also awards project-specific planning grants; however, the PPD grants listed 

Project Costs: Costs associated with individual projects.  
A project is the acquisition, development, enhancement, 
rehabilitation, or other activity to be accomplished with 
bond funds. Generally, projects are associated with a 
specific geographic location or locations. 

Program Delivery: Department costs to implement the 
bond funded programs.  These are costs that are not 
directly attributable to the individual projects. Costs include 
(1) distributed department support costs (i.e. personnel, 
accounting, budgeting, operational expenditures) and 
(2) direct bond program administrative costs (i.e. grant 
office administration, program technical assistance).  Many 
bond acts restrict program delivery costs to 5 percent. 
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above are for multiple “potential” projects that provide continuous funding for the same projects and 
activities for over six years.  See Appendices F, G, and H for example grant scopes.   
 
When we inquired, the Conservancy stated, “Acquisition and improvement projects require 
extensive work over a long period of time prior to its being ready and eligible for direct acquisition 
and construction funding.  Some grantees are able to absorb those project development costs, but 
many need some assistance.  Likewise, the Conservancy does not have the support budget to 
fund the sustained development of dozens of complex multi-year projects.” 
 
Consequently, the Conservancy is funding its program operations via grants to the Authority.  In 
this case, the grantee is doing things that the Conservancy would have otherwise had to do; 
however, because the funds are disbursed via capital outlay grants, support costs charged to 
bond funds are unaccounted for.  Administrative costs charged to bond proceeds must be 
separately tracked to ensure limits are not exceeded.  Public Resources Code section 75070.5 
(Proposition 84) restricts program administrative costs to no more than 5 percent.  Additionally, 
although Proposition 84 allows up to 10 percent for planning costs, departments must obtain 
prior approval from the Department of Finance and the Natural Resources Agency.   
 
Lastly, as noted in Observation 4, these grants are issued with overlapping scopes and time 
periods, and are continuously augmented and extended with minimal justification.  Moreover, the 
project status reports are questionable—in one case the Authority submitted the same project 
status report for two separate grants.   
 
Recommendations: 
 

A. Discontinue issuing multi-project PPD grants.  Planning grants should only be issued for 
specific projects. 
 

B. Account for project and program delivery costs separately. 
 

C. Discontinue awarding grants for program administrative functions using capital outlay 
funding.  Request and obtain approval for support or administrative funding from the 
Department of Finance. 
 

D. The Natural Resources Agency should, with the assistance of legal counsel, determine 
the appropriate disposition (recovery or refund) of all expended bond funds used for 
these purposes. 
 

E. Obtain prior approvals as required prior to incurring Proposition 84 planning costs.  If 
approved, separately account for these costs to ensure compliance with the 10 percent 
cap. 

 
Observation 3:  Bond Grants Fund Operation and Maintenance Activities  
 
Based on a sample of grants reviewed, we identified a number of grants to the Authority as listed 
below that fund operation and maintenance type activities that may not be eligible for bond funds. 
Moreover, pursuant to a written agreement, the Authority is obligated to provide these same 
services for the properties it manages.  The Authority receives various local funding and generates 
revenues to fund these activities, yet the Conservancy does not require the Authority to 
demonstrate how these funds are used in conjunction with bond funds.  Finally, these same grants 
improperly fund facility operations on state owned properties. 
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Grant 
Number 

     Grant 
   Amount Project Scope/Purpose 

SMM-0606  $   468,800 Minor Capital Outlay & Resource Protection (Prop 40) 
SMM-0853  $   400,000 Minor Capital Outlay (Prop 84) 
SMM-0641  $   330,000 Trails Restoration & Resource Protection (Prop 40) 
SMM-0757  $2,150,000 Fuel Hazard (Prop 84) 

 
Bond Grants Fund the Authority’s Operations and Maintenance Activities 
 
Grant SMM-0606 funds the Authority’s backlog of park maintenance and repairs due to years of 
deferred maintenance, including normal wear and tear, vandalism, graffiti, and deterioration.  
Project examples under this grant include: 
 

Project Amount Project Scope/Purpose 
Brown’s Canyon   $1,850 Road grading ($1,500), sign replacements ($350) 
Rocky Peak $4,300 Trailhead & fire road grading ($1,500), kiosk sign replacement ($2,500), 
  repair/painting ($300) 
Katz Overlook $4,000 Asphalt seal ($1,500), re-stripe ($500), stonework repair ($1,500), 
  sign replacement ($500) 
 
As directed by the Legislature, the Conservancy’s grants are reviewed by the Office of the Attorney 
General for compliance with the General Obligation Bond Law and the pertinent bond acts.  In this 
case, the AG’s review considered these grants as major maintenance activities and therefore 
capital improvements.  However, the General 
Obligation Bond Law provides a limited definition of 
capital projects and it does not define working capital 
type projects.  As noted by the Attorney General, its 
review “…does not address other questions such as 
amount of the grant or compliance with other 
statutes.”  While we are not questioning the AG’s 
interpretation of the grants compliance with the 
General Obligation Bond Law, we identified some 
ambiguities in interpretation of certain activities and 
costs that warrant further review.  When reviewed in 
conjunction with Generally Accepted Accounting 
Principles (GAAP), the State Administrative Manual 
(SAM), and other authoritative sources, including 
other resource departments, these projects are 
considered operational expenditures that maintain 
facilities at their designed level.  By definition, deferred 
maintenance is maintenance and repairs that have 
been postponed.  Capital expenditures are alterations, 
renovations, additions or betterments which extend 
the design life or alters/upgrades the function of a 
structure.  See Appendix E for further definitions.  All grants listed above included some operation 
and maintenance type activities.  Properly identifying and defining these types of activities and 
costs is critical because each has its distinct funding and cost accounting implications as well as 
state bond reporting requirements.   
 
As the state agency administering bond funds, the Conservancy is responsible for complying with 
and using pertinent state authoritative sources to determine the appropriate project funding 
mechanisms.  The Conservancy is also responsible for correctly categorizing and reporting its 

Capital Project 
A project to acquire, construct, or 
improve property, including land, 
buildings and equipment, or to adapt 
property to a new use.  It includes 
new construction (or initial 
restoration) to provide new or 
expanded services and functions.   
 
Working Capital Project 
A project that involves only ongoing 
operations, repair, or maintenance 
costs, regardless of whether the 
repair or maintenance may last more 
than one year. It includes projects to 
repair or replace damages resulting 
from inadequate ongoing maintenance. 
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bond grants and activities to the State Treasurer’s Office.  The State Treasurer’s Office tracks 
working capital expenditures to ensure they do not exceed established limits for tax purposes.  
 
Other Funding Sources Not Considered 
 
As noted in the table below, the Authority receives various funding for its property management 
operations including Proposition A, Benefit Assessment District funds, and property generated 
revenues.  Unlike other state entities, the Conservancy does not require the Authority to disclose 
these additional sources and how they are used in conjunction with bond funds.  Moreover, 
because the Conservancy does not consider these funding sources, one of the risks is the bond 
funds may be disproportionately subsidizing the Authority’s property operations and 
maintenance activities.   
 

  Table 2:  Other Funding Sources For Fiscal Year 2008-09 
 
Funding Source Amount Use 
Revenues $5.6 million Unrestricted 
Proposition A (local bond fund) $1.6 million Maintenance 
Benefit Assessment District Fees $0.3 million Maintenance 

 
For example, the Conservancy’s and Authority’s current Memorandum of Understanding (MOU)1

 

 
and bond grant agreements require the Authority to perform maintenance operations on state 
owned properties using revenues generated.  We note that approximately $600,000 was used for 
the Authority’s unrestricted operations and administrative costs, including interest on loans, 
legal fees, food/kitchen, and per diem expenses.   

Additionally, Proposition A and benefit assessment district fees provide funding for the 
Authority’s maintenance services, including brush clearing.  However, Grant SMM-757 for 

$2.2 million funded brush clearing services on several local properties, including these same 
                                                
1  Memorandum of Understanding Regarding Operations and Management of Santa Monica Mountains 
   Conservancy Properties and Exchange of Services, Equipment, and Office Facilities, pursuant to 
   Conservancy Resolution No. 08-43 adopted May 12, 2008 and Authority Resolution No. 08-78 adopted 
   May 7, 2008. 

Authority Management Obligations Pursuant To MOU 
 

The Authority shall perform the following management obligations as required 
at the Conservancy’s Properties: 
 
• Overall resource management and maintenance of the Properties 
• Vegetation management and fuel modifications; 
• Trailhead and trail construction and maintenance; 
• Construction, maintenance, and repair of visitor serving amenities such 

as parking lots, restrooms, resource interpretation signage, and kiosks; 
• Trash, dumping, and graffiti removal; 
• Environmental education, including but not limited to operating camp 

programs, operating nature centers and outdoor classrooms, and 
interpretation programs; and,  

• All uses consistent with Public Resources Code Section 33211.5(d) 
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benefit assessment district properties.  Proposition 84 allows bond funds to be used for 
elimination of exotic species and fuel hazard reduction activities.   
 
The Conservancy’s 3-Part Bond Accountability Plan requires all grantees to report a detailed list 
of all project funding sources and amounts.   
 
The Conservancy’s Grant Procedures, section 5, requires the Conservancy to perform post-
grant monitoring for selected properties to ensure grantees are adequately maintaining the 
project.  It further requires a post-grant monitoring report be filed in the grant’s original file and 
issuance of a notification to grantees found to have substantial deficiencies.  The notification 
shall detail the deficiencies and provide a schedule to the grantee to remediate the deficiencies.  
 
In accordance with the MOU, section 1.2, the Conservancy’s and Authority’s governing boards 
are required to annually review performance under the agreement to ensure there continues to 
be efficiency savings and mutual benefit to the parties.   
 
Bond Grants Fund State Facility Operations 
 
These same grants fund operations and maintenance costs on state owned properties which 
should be funded with support appropriations instead of capital outlay.  SAM section 6800 
classifies maintenance, including deferred maintenance, as a facility related expense and should 
be budgeted as facilities operations in the department’s operating expense schedule.   
 
SAM section 8600 defines standard property accounting policies and procedures to be used to 
provide accurate records for the acquisition, maintenance, control, and disposition of property.  
 
Lastly, as noted in Observation 4, because these grants fund multiple project locations and the 
Conservancy does not require the Authority to provide costs incurred per project, the Conservancy 
cannot ensure projects stay within budgeted scope and cost.   
 
Recommendations: 
 
The Conservancy should: 
 

A. With the assistance of the Natural Resources Agency, legal counsel, the State Treasurer’s 
Office, and the Department of Finance—Fiscal Systems and Consulting Unit, define and 
establish uniform definitions for capital and non-capital bond expenditures, including 
operations and maintenance, consistent with all pertinent authoritative sources, including 
the Internal Revenue Service, GAAP, SAM, and bond act provisions.   
 

B. Review project costs for all similar grants in addition to the projects noted above to ensure 
accurate bond reporting requirements are met.  
 

C. Perform a post-grant monitoring review on state properties managed by the Authority in 
accordance with Grant Procedures section 5 to ensure the Authority is adequately 
maintaining the projects.     
 

D. Require the Authority to demonstrate how all funding sources noted above were used in 
conjunction with bond funds.  
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Observation 4:  Grants With Overlapping Scopes, Projects, and Time Periods Lead to 
Lack of Project Cost Accountability 

As noted in Observations 2 and 3, the Conservancy issues grants to the Authority with broad 
overlapping scopes and multiple project locations (block) under one grant.  This practice precludes 
proper accountability over bond fund expenditures. 
 

Table 3:  Grants With Overlapping Locations, Scopes, and Periods 
 

Project 
Type 

Project 
Number 

Location Overlap Scope Overlap Period 
Overlap 

Minor Capital 
Outlay and 

Trail 
Restoration 

SMM-0606 
SMM-0641 
SMM-0853 
SMM-0605 

Various parks and trails 

• Signs and Displays 
• Facility/Amenity Repairs 
• Plant Removal 
• Trail Repairs 

2006-2009 

Project, 
Planning and 

Design 

SMM-0464 
SMM-0754 
SMM-0607 

Upper LA River Watershed 
Coastal Watersheds of SMM 
Inland Canyon Watersheds 

Planning and Permitting Related to 
acquisition and protection projects. 2004-2010 

 
The block grants include multiple project locations and the Conservancy does not require the 
Authority to provide total costs incurred for each project.  Neither the Conservancy nor the Authority 
could provide a bridging document to match the expenditures incurred to the grant budget.  Without 
supporting documentation, the Conservancy is unable to demonstrate whether a project was 
completed within scope and budget.  In some instances, the Conservancy could not demonstrate if 
all listed projects were completed.   
 
For example, SMM-0606, Minor Capital Outlay Grant, listed 27 locations with multiple tasks.  The 
status reports for the period July 2006 through June 2009 indicated 50 percent of the listed tasks 
were performed at only 16 of 27 locations.  However, for the same time period, the Authority 
claimed reimbursement for 94 percent ($444,109/$468,000) of the grant amount.  The final 
completion report also did not include project detail.  The Conservancy paid the claims without 
further clarification.  Similarly, the project, planning, and design (PPD) grant claims do not specify 
the cost of each project.  Refer to Observation 2 for additional issues noted on the PPD grants.   
 
Additionally, grants are issued with overlapping scopes and periods.  For example, SMM-0606, 
SMM-0641, and SMM-0853 all overlapped in project location and tasks.  When comparing each 
grant’s location and task, we noted each overlapped by over 50 percent.  As a result, we noted 
instances where project costs that exceeded budgeted amounts on one grant were transferred 
to another grant.  
 
Executive Order S-02-07 requires each department to document the ongoing actions it takes to 
ensure projects are staying within scope and cost. 
 
Government Code section 13402 specifies state agency heads are responsible for the 
establishment and maintenance of systems of internal accounting and administrative controls 
within their agencies.  The elements of a satisfactory system of internal controls include, but are 
not limited to, a system of authorization and recordkeeping procedures adequate to provide 
effective accounting control over assets, liabilities, revenues, and expenditures; and an effective 
system of internal review. 
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Recommendation: 
 
Discontinue awarding multi-project (block) grants and only award bond grants on a specific 
project location basis. 
 
Observation 5:  The Conservancy Has Not Established Grantee Indirect Costs Policies 
 
The Conservancy has not established limits or defined eligibility for grantees’ indirect costs 
claimed on bond projects.  Additionally, the Conservancy’s grant budgets do not include a line 
item for indirect project costs. 
 
The sample projects reviewed included indirect charges—overhead and transportation costs—as 
much as 27 percent of claimed grant expenditures.  Several departments administering bond 
programs have established a 10 to 15 percent cap or have completely disallowed overhead 
charges.  The Authority’s indirect cost distribution methodology allocates the costs to projects 
based on labor hours.  For fiscal year 2008-09, the Authority’s total distributed indirect costs for 
overhead and transportation were as follows: 
 
   $2,386,918  Overhead costs 
        818,611  Transportation costs   
   $3,205,529 Total  
 
The Authority developed and implemented a new cost allocation plan after our May 4, 2004 audit 
report.   During our current review, we have noted the following areas for improvement: 
  

• The Authority’s transportation cost pool allocation is not consistent with the adopted 
plan.  The transportation costs are not allocated to projects based on actual reported 
monthly hours of each individual assigned a vehicle; rather, they are distributed by total 
actual labor hours regardless of whether the individual is assigned a vehicle or not.  
 

• Professional services lack written agreement/contract.  The Authority does not have a 
service agreement to support $275,736 for Conejo Recreation and Park District Fiscal 
Services (District) included in the overhead costs for fiscal year 2008-09.  While we 
recognize the District provides accounting and fiscal services to the Authority, all 
professional services should have a written agreement detailing the services to be 
provided and related costs.  And although the JPA describes the District’s fiscal service 
responsibilities, it does not address related costs.  Without approved costs, the 
adequacy of the services provided and reasonableness of costs cannot be assessed.   
 

• Vehicle and cell phone costs should be reviewed to achieve savings. Specifically, 91 of 
130, or 70 percent, Authority staff are issued vehicles with take home permits, including 
administrative and accounting personnel.  Additionally, 117 of 130 (90 percent) Authority 
staff are issued cell phones.   
 

As noted above, these costs are allocated to bond grants as indirect costs.  When inquired, the 
Conservancy stated, “Grant management procedures do not require the Conservancy to establish 
limits and define eligibility for grantee’s indirect costs.  Nor are grant budgets required to include a 
specific line item for indirect costs.” 
 
It is the Conservancy’s fiduciary responsibility to develop and implement fiscal controls to minimize 
administrative costs charged to bond funds.  The intent of the voters is to maximize the use of bond 
proceeds for the projects/capital assets approved by the bond acts.  Additionally, in light of the 
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state’s current economic condition, state departments are required to review and establish 
reasonable fiscal policies.   
  
The Financial Integrity and State Manager’s Accountability Act of 1983 states, “All levels of 
management of the state agencies must be involved in assessing and strengthening the 
systems of internal accounting and administrative control to minimize fraud, errors, abuse, and 
waste of government funds.” 
 
Recommendation: 
 
Develop policies to define and establish limits over grantee indirect costs.  Evaluate current 
costs included in the Authority’s indirect cost allocation plan to identify potential cost savings.  
 
Observation 6:  Inadequate Grant Contracting and Monitoring Leads to Lack of 
Accountability and Transparency Over Bond Funded Projects 
 
Despite some corrective actions taken by the Conservancy following the 2004 and 2006 
Finance audits, the Conservancy continues to lack adequate grant contracting and monitoring 
procedures.  Based on a review of 23 projects, the following fiscal control weaknesses were 
noted: 
 

• Grant agreements lack clear project scope, tasks, and budget detail.  This was a prior 
2004 audit finding.  In some cases, the grant budgets included one line item such as 
“planning” or “construction” without task or cost detail.  For example, SMM-752 and 
SMM-0836 both had “Construction” as the budgeted task without task or cost detail.  In 
other cases, the grants may specify project tasks and budget detail; however, the 
Authority does not submit invoices consistent with the grant scope and budget.  See 
Appendix D for example.   
 

• Progress reports and reimbursement claims are incomplete and inconsistent with grant 
scopes and budgets.  Some progress reports lacked detail including tasks completed, 
milestones achieved, and problems encountered.  When progress reports did list tasks 
completed, they did not always correspond to the reimbursement claims submitted for 
payment.  For example, progress reports for SMM-0641 Trails Restoration and 
Resource Protection, for the period May 2006 through June 2009, indicated tasks and 
related costs totaling $63,500; however, for that same time period, the reimbursement 
claims submitted to and paid by the Conservancy totaled $278,842.  Additionally, 
progress reports for the first quarter in 2008 indicated 100 percent completion of two 
projects, Las Virgenes and Bark Park trail repairs; however, these projects were not 
included in the grant scope or budget.  Also, the project completion report did not list 
tasks completed—it simply restated the grant agreement’s scope of work, which is a 
high-level summary.    

 
• Amendment requirements are not established or consistently followed.  For example, 

grant SMM-0836 was issued as an amendment to project SMM-05055 Pacoima Wash 
8th Street Park, instead of augmenting the first grant.  SMM-0478 KGR acquisition grant 
was amended to use excess funds returned from escrow for development and 
improvement projects, instead of issuing a separate grant to track related expenditures 
on the property.  In addition, some amendments were executed several months after the 
grant term expired while the grantee continued to incur expenditures; SMM-0465 
Amendment 2 was executed seven months after the term of first amendment had 
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expired.  Also, SMM-0478 Amendments 3 and 4 were executed three months after the 
terms expired. 

 
• Matching funds are not documented.  The Conservancy does not demonstrate if or how 

it prioritizes projects with match contributions.  Public Resources Code section 5096.650 
(Proposition 40) states “priority shall be given to projects that include a commitment for a 
matching contribution.”  Many of the projects reviewed did not require or list matching 
funds. 
 

• Reporting of other funding sources is not required.  As noted in Observation 3, the 
Conservancy does not consistently require the Authority to report other funding sources 
available to complete the project during grant application.  This information is not 
included in the staff recommendation, scope of work, or the grant budget.  For example, 
SMM-03176 Vista Hermosa Park Grant received funding from Los Angeles Unified 
School District, Los Angeles Proposition 1A Funds, and City of Los Angeles Community 
Development Block Grant.  The Conservancy’s Bond Accountability Plan requires 
grantees to list all funding sources.   

 
• Post-project monitoring is not performed and reported as required in grant procedures. 

Many grants require ongoing project maintenance by the grantee.  However, post-close 
monitoring is not performed and documented to ensure long-term monitoring of bond 
funded properties.  As a result, the Conservancy cannot ensure bond funded acquisition 
and development grants are properly maintained after project completion.  See 
Observation 3.   
 

• Memorandum of Unrecorded Grant Agreement (MOUGA) not used.  MOUGAs are 
commonly used as a management tool to add protection against misuse or potential 
misuse of properties purchased with taxpayer funds.  While grant agreements may 
include property protection provisions, several state departments require the recording of 
a MOUGA as additional protection.  The MOUGA serves as constructive notice to all 
third parties of certain reserved rights contained in the grant.   

 
• Project status is inaccurate and incomplete.  A comparison of accounting records with 

reported project status indicated a difference of over $15 million in project awards as of 
June 30, 2009.  The Conservancy does not maintain a comprehensive database to track 
its awarded projects to ensure information posted on the Bond Accountability website is 
reliable.  Additionally, project status on the website is not current.  We noted instances 
where the projects status indicated an estimated completion date of June 30, 2009; 
however, as of April 6, 2011, the status indicated ongoing and on time without further 
clarification.  It is our understanding the website reporting process is a joint effort 
between the Conservancy and the Resources Agency and that the Resources Agency is 
in the process of upgrading its information systems to ensure more efficient and 
accurate updates to the website.  

 
According to the Conservancy’s staff counsel, the Conservancy relies on progress reports and 
regular site visits to monitor project status.  However, as indicated above, progress reports are 
inconsistent and incomplete.   
Executive Order S-02-07 requires departments to document ongoing actions necessary to 
ensure bond funded projects are staying within scope and cost.  It also required all departments 
to submit a 3-Part Bond Accountability Plan (Plan) to document their accountability controls over 
bond funds.   
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The Conservancy complied with this directive and developed and submitted its Plan.2

 

  The 
Conservancy’s Plan specifically requires grantees to list all project funding sources, submit 
quarterly status reports throughout the term of the agreement, submit supporting documentation 
for each expense, and at project completion, submit a report detailing description of work 
completed and financial information on the funds expended.  Additionally, the Plan states that 
the Conservancy will review, audit, and approve payment requests for only eligible expenses 
pursuant to program guidelines and as contained in the approved project budget.  The Plan also 
outlines extensive post-monitoring procedures to ensure the bond funded projects are 
maintained by the grantee as required by the grant agreements.  Based on our review of 
projects noted above, the Plan is not consistently implemented as intended, contributing to a 
lack of project accountability.        

Recommendations: 
 

A. Require all grant agreements to include detailed project scopes, tasks, and 
corresponding budgets. 

 
B. Require grantees to submit (1) reimbursement claims consistent with detailed project 

tasks and corresponding costs, and (2) progress reports with sufficient detail to 
determine which budgeted tasks were performed and the current status of the project. 

 
C. Develop and implement final project completion procedures and reports that include final 

site visit documentation, authorized signatures, and pre- and post- project photographs. 
   

D. Require grantees to disclose and report all project funding sources available, including 
matching contributions (if applicable). 

 
E. Require grantees to submit post-grant monitoring reports for acquisition and 

development projects as part of grant agreement, and periodic condition reports after 
project closure. 

  
F. Require the MOUGA as a standard condition to the grant agreement for acquisition 

projects. 
 

G. Ensure reconciliation of project status information to the Conservancy’s accounting 
records to ensure all bond projects are accurately tracked and reported.  
 

Observation 7:  Real Property Is Not Accurately Recorded and Reported  

The Conservancy’s real property is inaccurately recorded and reported in its financial 
statements and the State Property Inventory (SPI).  The Conservancy does not perform periodic 
reconciliations of its deed files, financial statements, and SPI.  Moreover, according to the 
Conservancy, its deed files are not complete.  The discrepancy between the Conservancy’s 
current deed file records and the financial statements is significant as noted below. 

 Deed File Financial Statements SPI 

Number of Properties 121 23 69 
Value of Properties $232,466,255 $28,683,000 $181,796,973 

 

                                                
2  The Conservancy’s 3-Part Bond Accountability Plan is at www.bondaccountability.ca.gov.  

http://www.bondaccountability.ca.gov/�
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SAM section 1335.1, Statewide Property Inventory, requires state agencies that acquire, 
encumber, or dispose of real property to provide information to the Department of General 
Services for inclusion in the SPI. 
 
SAM section 7924, Property Reconciliation, states that at least quarterly or monthly, depending on 
the volume of property transactions, agencies will reconcile the acquisitions and dispositions of 
capitalized property with the amounts recorded in the property ledger.  In addition, agencies will 
annually reconcile these amounts to the SPI. 
 
Government Code section 13402 specifies state agency heads are responsible for the 
establishment and maintenance of systems of internal accounting and administrative controls 
within their agencies.  The elements of a satisfactory system of internal controls include, but are 
not limited to, a system of authorization and recordkeeping procedures adequate to provide 
effective accounting control over assets, liabilities, revenues, and expenditures; and an effective 
system of internal review. 
 
Recommendations: 
 

A. Perform a comprehensive inventory of state owned real property and provide the 
information to the Department of General Services for inclusion in the SPI.  Maintain 
documentation of the inventory.  
 

B. Upon completion of the inventory, perform a reconciliation of records among the deed 
file, financial statements, and the SPI.  Document any adjustments.  Thereafter, perform 
periodic reconciliations as required.  
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APPENDIX A 
 

Status of Prior Audit Findings 
 

2006 
Prior Audit 

Finding 

 
 
Corrected 

 
2010 

Current Status 

 
 

Reference 
Lack of Operational 
Independence 

Partial Conservancy’s and Authority’s roles as grantor 
and grantee continue to compromise oversight of 
bond funds. 
 

n/a 

Some Grants Do Not 
Appear Consistent with 
Bond Acts 
 

Partial The Conservancy’s grants are reviewed by the 
Attorney General (AG) for compliance with 
applicable bond acts. However we identified 
grants where the Conservancy did not follow AG’s 
advice.  
 

Observations 2 & 4 

Grant Contracting and 
Accounting 
Procedures Should be 
Improved 
 

No The Conservancy lacks adequate grant awarding 
and monitoring procedures to ensure proper 
accountability over bond funds. 
 

Observation 6 

Grant Overhead Costs 
Appear Excessive 

Partial The Authority adopted a cost allocation 
methodology; however, the Conservancy has not 
defined allowable indirect costs for bond grants. 
 

Observation 5 

Material Legal Costs 
and Loans 

Yes The Conservancy is no longer issuing grants for 
this purpose.   
  

n/a 

Improper 
Administrative 
Services Contract 

Yes The Conservancy discontinued awarding such 
contracts to the Authority. However, similar 
expenditures are paid either through overhead 
costs and/or revenues generated on properties.  
  

Observations 3 & 5 

The Conservancy 
Continues to Advance 
Bond Funds to the 
Authority 
 

Yes The Conservancy discontinued advancing bond 
funds to the Authority without immediate cash 
need. 

n/a 
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APPENDIX B 
 

List of Projects Reviewed at Santa Monica Mountains Conservancy 
 

  
Grant 

Number Project Title 
Award 

Amount Project Type 
1 SMM-0463 Vista Hermosa $11,519,700  Development & restoration 
2 SMM-0757 Vegetation Management $  2,150,000  Development & restoration 
3 SMM-0752 Vista Hermosa Park  $  1,658,823  Development & restoration 
4 SMM-05054 West Mulholland Trailhead $  1,600,000  PPD; development & restoration 
5 SMM-0836 Pacoima Wash - 8th Street Park $  1,200,000  Development & restoration 
6 SMM-0464 Project Planning and Design $  1,070,000  PPD 
7 SMM-03176 Vista Hermosa Augmentation  $     787,463  Development & restoration 
8 SMM-0754 Project Planning and Design $     750,000  PPD 
9 SMM-0478 King Gillette Development $     660,000  Development & restoration 
10 SMM-0607 Project Planning and Design $     550,000  PPD 
11 SMM-0760 Temescal Park Preservation  $     550,000  Development & restoration 
12 SMM-0756 Fuel Hazard Reduction $     500,000  Acquisition (capital asset) 
13 SMM-05055 Pacoima West 8th Street $     500,000  PPD; Development & restoration 
14 SMM-0606 Minor Capital Outlay $     468,800  Development & restoration 
15 SMM-0605 Franklin Improvements $     450,000  Development & restoration 
16 SMM-0853 Minor Capital Outlay  $     400,000  Development & restoration 

17 SMM-0741 
Pacoima Wash Greenway-1st 
Street Park $     335,000  PPD 

18 SMM-0641 
Trails Restoration and Resource 
Protection $     330,000  Development & restoration 

19 SMM-0729 King Gillette Ranch Development $     300,000  Development & restoration 

20 SMM-6116 
River Centers and Gardens 
Improvement Phase I  $     298,950  Development & restoration 

21 SMM-0465 Soka Project Planning and Design $     275,000  PPD 

22 SMM-0730 
King Gillette Ranch Interpretation 
Improvements $     150,000  Development & restoration 

23 SMM-0747 Non-Native Vegetation Removal $       75,000  Development & restoration 
    Total   $26,578,736    
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APPENDIX C 
 

List of Santa Monica Mountains Conservancy Grant Audits Completed* 
 
  Grant Number Grantee Project Title Award Amount Project Type 

1 NP-03185 Tree People Center For 
Community Forestry $1,000,000 Development & 

restoration 

2 NP-0615 
Rancho Simi 

Recreation and Park 
District 

Tapo Canyon 
Property $   975,000 Acquisition (land) 

3 NP-0631 City of Thousand 
Oaks 

Mount Clef 
Acquisition $   500,000 Acquisition (land) 

      Total    $2,475,000   
 
* All final grant audit reports are posted at http://www.dof.ca.gov/osae/prior_bond_audits/. 
  

http://www.dof.ca.gov/osae/prior_bond_audits/�
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APPENDIX D 
 
The table below shows SMM-0606 grant agreement budget tasks and amounts on the left, and 
the grantee expenditures claimed for the project on the right.  
  

SMM-0606 Minor Capital Outlay Grant 
 

Budgeted vs. Claimed Expenditures 
Grant Budget Tasks Amount  Claimed Expenditures Amount 
LA River Corridor  $  23,000  Salaries and Benefits $  151,201 
East Canyon Park $  41,000  Sub Contractors $  125,898 
Marvin Braude Park $  16,000  Overhead $    63,927 
San Vicente Mountain Park $  41,400  Vehicle Usage $    48,559 
Barbara Fine Overlook $    5,000  Materials $    35,648 
Red Rock Canyon Park $  45,500  Equipment $      9,914 
Wilacre Park $  28,000  Signs & Info Fixtures $      6,631 
Stone Canyon Overlook $    7,000  Minor Equipment $      5,975 
Bosque del Rio Hondo $  22,500  Design/Pre Construction $      2,128 
Mentryville $  30,000  Building Improvements $         605 
Elyria Canyon Park $  33,000    
Hollywood Bowl Overlook $  14,300    
Nancy Pohl Overlook $  15,400    
Mulholland Scenic Overlooks $  11,500    
Getty View Trailhead $    4,350    
Top o'Topanga $    9,250    
Las Virgines View Trailhead $    6,000    
Seminole Overlook $  10,400    
Joughin Ranch $  43,500    
Liberty Canyon $  11,000    
Browns Canyon $    1,850    
Las Virgines Canyon $    8,000    
Happy Camp $  16,500    
Rocky Peak $    4,300    
La Tuna Canyon $    7,000    
Katz Overlook $    4,000    
Garden of the Gods $    4,050    
Trail Signage $    5,000    

Total $468,800 
 Total Expenditures as of 

December 31, 2008 $450,486   
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APPENDIX E 
 

CRITERIA 
Determining Eligibility of Maintenance Costs 

 
Government Code section 16727 establishes the general rule limiting the use of bond proceeds 
to pay for the costs of constructing or acquiring capital assets. Government Code section 
16727, subdivision (a), defines “capital assets” as follows: 
 

• Tangible physical property with an expected useful life of 15 years or more.  
• Tangible physical property with an expected useful life of 10 to 15 years, but 

these costs may not exceed 10 percent of the bond proceeds net of all issuance 
costs. 

• Major maintenance, reconstruction, demolition for purposes of reconstruction of 
facilities, and retrofitting work that is ordinarily done no more often than once 
every 5 to 15 years or expenditures that continue or enhance the useful life of the 
capital asset. 

• Equipment with an expected useful life of two years or more.  
 
Costs allowable under this section include costs incidentally but directly related to construction 
or acquisition, including, but not limited to, planning, engineering, construction management, 
architectural, and other design work, environmental impact reports and assessments, required 
mitigation expenses, appraisals, legal expenses, site acquisitions, and necessary easements. 
 
Department of Finance Budget Letter dated May 6, 2009 on Build America Bonds (BABs) states 
“In addition to standard IRS rules for tax-exempt bonds, BABs may only be used for capital 
expenditures and may not be used for administrative or other non-capital expenditures. Capital 
costs do not include operating expenses of the project or incidental or routine repair or 
maintenance of the project/grant, even if the repair or maintenance will have a useful life longer 
than one year.  
 
State Administrative Manual (SAM) section 6806 defines capital outlay versus state operations 
and local assistance costs.  

• Capital outlay is defined as “acquisition of land or other real property, major construction, 
improvements, equipment, designs, working plans, specifications, repairs, and equipment 
necessary in connection with a construction or improvement project.”  This does not include 
repairs and maintenance, which are intended to keep a facility functional at its designed 
level of services and life expectancy.  

• State operations are defined to include repair projects, such as special repairs, not 
connected with a construction or improvement project.  Examples of special repair projects 
include repainting, re-roofing, electrical rewiring, plumbing repairs, dredging of river or 
stream beds to restore original flow capacity, replacing old equipment items, and road 
repairs.   

 
Generally Accepted Accounting Principles 
Maintenance:  The act of keeping fixed assets in useable condition.  It includes preventive 
maintenance, normal repairs, replacement of parts and structural components, and other 
activities needed to preserve the asset so that it continues to provide acceptable services and 
achieves its expected life.  Maintenance excludes activities aimed at expanding the capacity of 
an asset or otherwise upgrading it to serve needs different from, or significantly greater than, 
those originally intended.  
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APPENDIX F 
 

SMM-0464 Scope of Work 
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APPENDIX G 
 

SMM-0607 Scope of Work 
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APPENDIX H 
 

SMM-0754 Scope of Work 
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EVALUATION OF RESPONSES  
 

We have reviewed the Conservancy’s and Authority’s responses and acknowledge their 
agreement to implement several of the recommendations identified in our report.  Based on our 
evaluation of the responses, we provide the following comments for the areas where the 
responses did not fully address the audit observations and recommendations, or where we 
believe further clarification is warranted.  
 
In response to the Conservancy’s statement regarding the audit’s length of time, we note that 
access to information and staff required coordination of the Conservancy’s and Authority’s legal 
counsel.  Specifically, at the request of the Conservancy and Authority, all requested audit 
information was reviewed by legal counsel, and interviews required legal counsel presence.  We 
informed the Conservancy and Authority at the beginning of the audit that this process would 
significantly prolong the audit timeline.     
 
The Conservancy states both entities, the Conservancy and the Authority, are legally and 
functionally separate.  As stated in our prior audits, while we recognize the current 
organizational structure is legally permitted, the structure does not necessarily ensure internal 
accounting and administrative controls are adequate.  Further, while we acknowledged the 
additional fiscal oversight by the governing boards in prior audits, we noted these boards do not 
have the time or resources to manage daily operations.  Having the same executives in charge 
of both organizations (as grantor and grantee) creates impairments to fiscal and administrative 
controls as illustrated by some of the practices and fiscal weaknesses noted in this audit report.   
 
Observation 1:  The $2.1 Million Settlement Transaction Is Incomplete—State Did Not 
Realize Related Asset 
 
The Conservancy states that Finance reviewed the settlement transaction in a previous audit.  
This is incorrect.  As noted in our May 2006 audit, the Attorney General’s Office (AG) was 
reviewing the settlement agreement and information was not disclosed to Finance due to 
attorney client privilege. 
 
The Conservancy claims the state realized an asset in legal property interest; however, the 
acceptance of the OTD has not been completed.  Therefore, no accounting transactions have 
occurred.  Additionally, the subject property was previously dedicated as public open space by 
the Ahmanson Land Company in 1998.  The Authority retained title to the land for stewardship 
purposes and for the benefit of the public.  As a result, the public realized the land value and 
benefited from this land transaction at that time.  Eight years later, the property was used in 
exchange for a relief of public debt in the 2006 settlement agreement.  Our report requested 
clarification as to what additional value and benefit the public received in exchange for the relief 
of $2.2 million debt.  It is unclear how public property can be used to pay for a debt owed to the 
public.  Lastly, the Conservancy states it is seeking the AG’s advice on the next steps to 
officially transfer title.  Based on previous communications between the AG and Finance, it is 
our understanding that the land transaction is subject to the Public Works Board’s approval.    
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Observation 2:  The Conservancy Continues to Issue Project Planning and Design Grants 
That Are Not Project Specific 
 
The Conservancy states, “We disagree with the auditors’ assumption that planning expenditures 
are considered program delivery.”  This is an incorrect interpretation of the audit observation.  
As noted in the report, preliminary planning costs that are not project specific are considered 
program delivery because they are not attributable to a specific project.  As the Conservancy 
noted in its response, these grants “cover a broader area for pre-acquisition work.”  Project 
specific planning costs that are incidental but directly related to the construction or acquisition of 
a capital asset are considered project costs.  This is consistent with generally accepted 
accounting principles and the general obligation bond law, which recognizes certain  
pre-acquisition costs for capitalization purposes.  Examples of pre-acquisition costs include but 
are not limited to, property specific appraisals, surveys, architectural fees, and planning/design 
costs.  As such, planning costs must be accounted for on a project specific basis.     
 
The Authority states it has taken action to track costs by specific project effective 
February 20, 2011.   
 
Observation 3:  Bond Grants Fund Operation and Maintenance Activities  
 
Throughout its response to a number of observations, the Conservancy states it requests and 
follows the AG’s opinion for all approved bond grants; however, as stated in our report, because 
we identified some ambiguities regarding capital and non-capital definitions and bond funded 
activities, we recommended further review.  Our recommendation remains as stated in our 
report.   
 
Additionally, according to the Conservancy, it reviews project match funds during merit reviews 
and performs post-grant monitoring on all projects.  Furthermore, the Conservancy states that it 
can request grantees to report match funds received and used for the grant-funded project as 
part of the completion report.  Based on our audit, the Conservancy could not demonstrate the 
performance of these activities because there was no documentation.  As a result, we continue 
to recommend the Conservancy perform and document post-grant reviews and to require the 
Authority to report match funds received and how they were used in conjunction with bond 
funds.   
 
Observation 4:  Grants With Overlapping Scopes, Projects, and Time Periods Lead to 
Lack of Project Cost Accountability 
 
The Conservancy’s response did not adequately address the issues noted in the observation. 
Our recommendation remains as stated in the report. 
 
Observation 5:  The Conservancy Has Not Established Grantee Indirect Costs Policies 
 
Finance reviewed the Authority’s cost allocation methodology that was adopted after the 2004 
audit and noted its general consistency with OMB Circular A-87.  However, cost allocation plans 
define the distribution methodology of indirect costs and do not establish indirect cost limits for 
grantees to follow.  The bond acts encourage departments to limit indirect costs to ensure funds 
are primarily used for direct project costs.  Our recommendation remains as stated in the report. 
 
The Authority is taking action to address areas noted for improvement related to the 
transportation cost pool allocation, lack of written service agreement with Conejo Recreation 
and Park District, and vehicle and phone usage.  
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Observation 6:  Inadequate Grant Contracting and Monitoring Leads to Lack of 
Accountability and Transparency Over Bond Funded Projects 
 
The Conservancy is taking corrective actions to address the recommendations by amending its 
grant administration manual.  Although our prior audit reports acknowledged measures planned 
by the Conservancy to address audit recommendations, full implementation is reviewed during 
subsequent audits.   
 
Observation 7:  Real Property Is Not Accurately Recorded and Reported  
 
The Conservancy claims compliance with SAM section 1335.1 real property reporting 
requirements.  The SAM section also notes availability of assistance in determining whether 
appropriate documents are being provided.  The Conservancy should consult with the State 
Property Index unit to ensure the appropriate documentation is provided when requesting property 
changes.   
 
We believe implementation of the recommendations and planned corrective actions will strengthen 
both organizations’ internal control and accountability for bond funds.  However, these issues, if left 
unresolved, will continue to adversely affect bond accountability. 




